T

F@EE@M} U p ' | . MICROFICHE mmm_' uég;,
E\w@” &33 |

REGISTRANT'S NAME bﬂu 1)

4

*CURRENT ADDRESS ’ . e
{ gty . :

, | PﬁOCESSED
«*FORMER NAME » + ’ |
- % ' THO

NEW ADDRESS L MSON

FILE no.. 82~ 00&(30 - | FISCAL YEAR | ci“ozg‘@ {Q

. . Camplm Jor mda! submissions cnb *¢ Please nott aame ud dlrrn changes

WORKLC

12G3-28 ' (INITIAL FILING) ’ AR/S (ANNUAL R.EPORT)

12G32BR  (REINSTATEMENT) ' ' SUPPL (orazm

- ! ’

DEF 14A  (PROXY) ! l
‘ ' | p : QICF/BY:

tL} &Q/OCO

:




RECEIVED
KOV 27 P oy,

IFEICE OF INTERNA *1rnias - -
CORPORATE pop it

2006 ANNUAL REPORT
~ March 1,2005-February 28,2006
' The DaieiInc.

~ daiel




)

!

"

i

i

]

I

Contents

i 2006 Message from the President 1
Financial Review ]
} Five-Year Summary 7
A Consolidated Balance Sheets 8
: Consolidated Statements of Operations 10
, Consolidated Statements of Shareholders'Equity 11
) - Consolidated Statements of Cash Flow 12
:; Notes to Consolidated Financial Statements 13
", ' . Corporate Profile 33




i
‘I
Performance Ovemew

Dunng the penod under review, strong performance by

the corporate sector paved the way for increases in private

consumption through an improved employment and income
" environment, and cfhpital investments were also affected, . -

rising in response tfn-growing demand. Consequently -

Japan’s economic f:ecovery continued, albeit in a moderate -

way. However, in the retail industry, tough conditions

pemsted, such as the intensifying of already heated inter-
‘corporate competmon .

In this economlr:f climate, the Company, under the aegis
of the Industrial Rewtahzatlcm Corporation of Japan -
(hereinafter “IRCJ}) Advantage Partners, LLP (hereinafter
“AP™), and Marubeni Corporation (hereinafter :
“Marubeni”), maugurated a new business management

‘ structure, contmued moves to put its finances on a sound
footmg, and from the standpoint of disposing of its negative
legacy and enhanmhg enterprise value began to address the
tasks necessary for Irev1tahzat10n of the Group, in
accordance with the Daiei Group Business Plan (hereinafter
referred to as “Busmess Plan™). .

During the curregnt period, which coincided w1th the
initial year of the plan the Company addressed unprofitable
stores and wnthdrawal from non-core businesses as the most
pressing issues concermng disposal of its negative legacy,
and dealt with thcse almost exactly according to plan

Spcc:ﬁcally speakmg, unproﬁtable stores were closed,
including 53 of the Company s stores and 18 stores of the
GMS and SM-related subsidiaries. Moreover, concurrently
with the comprehenswe restructuring of the Group through
measures such as closmg stores and slimming down its
headquarters, the Group streamlined personnel by putting
in place an early retn'ement program, while continuing
withdrawal from non-core businesses and reorganization of
the Company. ThlS resulted in the sale of six of its
consolidated subsxdlanes including The Dai’ei (USA), Inc.
and the hquldatlon of ten consolidated subsidiaries,
including the Shm-Kobe Development Corporation.

- From the perspeetlve of enhancing enterprise value, the
Company has been promoting various measures aimed at
on-site'revita]izatid:n, including reform of morale,
strengthening the sales capabilities of its retail businesses,
reorganization of the Group, and strategic expansion of its
financial services busmess

In regard to the on-sne reform of morale, the Company,
with the aim of st:lmulatmg renewed self-awareness and’
altering the behav1hr of all its employees, undertook
measures mcludmg the “50,000-Employee Survey”, the

- results of which became the basis for formulating the
“Daiei Group MISSIOII which is intended to become a
source of pride and sense of mission for all those working
at the newly born Da1e1 Group, as well as a standard for

judgment and behavior of all its employees. In addition, a
new logo désign and new slogan was adopted: “The.
Supermarket that Makes Meals Taste Good”. In order to -
firmly establish the “Daiei Group-Mission”,; storefront -

" inspections by members of the'management and “hands-on A

management” (on-site participation) with emphasis on open
communication were carried out and became the
foundation for measures to strengthen the sales capabllltles
of the Company’s retail businesses. :
Furthermore, to set the Company’s instructional system
in place, training centers were installed aimed at the
acquisition of specialized sales and processing skills. With

~ a view to improving its customer service skills and enhance

customer satisfaction (CS), the Company declared a policy
of “One Step, One More”. :
As a means of reinforcing the sales capabilities of its
retail businesses, the Foodstuffs division undertook the task
of improving the freshness of its green prodnce, a project
that attracted much interest from customers. To deliver the
freshest vegetables to customers in the shortest amount of
time, the entire process from purchasing to sales was
revised, and measures were implemented to-improve the
freshness of produce, such as increasing the number of

.buyers stationed at the markets and upgrading the variety of

local vegetables. In September 2005, the Company issued a
“Declaration of Freshness” on all its green produce.
Additionally, on the theme of “cating tasty meals for
health,” efforts were begun to develop new deli products

- (prepared foods) and devise appropriate deli-counter store:

layouts, and in January 2006, the “Tasty Daiei Dehcatessen
Declaration” was issued. -

In December 2005, “Foodium Sangenjaya“, an -
experimental store exploring new types of food retailing in-
the urban areas, opened in Seétagaya-ku, Tokyo.

The Clothing and Accessories and Household Items
divisions have been engaged in reform of their respective
departments through reorganization of their sales floors in
tandem with revised product categories, and through
partnerships with outside vendors. As an initial step in this
uudertakmg, the Health and Beauty Care (HBC) business
adopted the store-management expertise of the CFS
Corporation in September 2005, and a series of storefront -
renovations were conductedat six locations, including the

. Senri Chuo store. In November the same year, personnel

from the M_ai'ui Group were welcomed to revitalize the
sales floors, and in January 2006 a business alliance was
formed with First Retailing Co., Ltd., in which First
Retailing agreed to open a branch at the Company’s GMSs
{general merchand1se store) for their new line of casual '
apparel. - : -

Store renovations were also conducted at 30 of the GMSs
and 22 of the SMs (supermarket), including subsidiaries,

h
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with the aim of strengthening the Foodstuffs division and
opening branches for our leading tenants, including
“Fantasy Kids Resort” and “Nishimatsuya”, followmg the
revision of sales categories.
.Moreover, as a means of upgrading in-store operations,
preparations are being made to adopt wireless mobile
-terminals and shift to the new POS (point of sales) system.
As part of the Group’s reorganization measures, Nakago
Co., Ltd., with a view to utilizing the advantages of the-
Group’s scale in purchasing and upgrading operations
efficiency, merged with Advanced Department Stores of
Japan Co., Ltd. and, as the surviving company, acquired the
business of Jujiya Yamagata Shop, marking a new
beginning with expectations of increased profitability and

_ improved operations resulting from the synergenc effects of

the merger.

In terms of strategic expansion of its financial services,
the credit sales business of the OMC Card, Inc. (hereinafter
“OMC”) continued to aggressively capture a wide clientele
through such measures as the continued solicitation of -
membership to the “OMC Yucho Card™ at post offices
nationwide; the immediate on-site issue of Electronic Toll
Collection (ETC) Cards at automobile parts shops and -
expressway service areas, and the tie-in in July 2005 with
the Japan Sports Association, a large-scale member’s

‘organization, in order to issue cards which double as.
authorized sports instructor registration cards.

Furthermore, to increase credit card usage, OMC
continued to hold its popular “OMC Special Benefits Day”,
and as a means to expand the scope of its utilities payment
business, it began to accept applications for credit card
settlements of Tokyo Electric Power Company s electricity

* bills in July 2005.
In its card loan business, OMC has been enhancing
customer convenience by continuing to offer to new
" members the provision of card loans interest-free for seven
days as a limited-period campaign and by enabling use of
the ATMs of four more regional banks. :

Moreover, in order to respond to the asset management
needs of its members, OMC has entered the securities
intermediary business by forming partnerships with Kyoei
Securities Co., Ltd. (present Netwing Securities Co., Ltd)
and Nikko Cordial Securities, Inc.

In terms of consolidated results for the current period,
despite decreased revenues in the retail businesses,
resulting in an operating revenue of ¥1,675,127 million
(US$14,407,216 thousand), representing a year-on-year
decrease of 8.7%, strong performances in the financial
services businesses and the specialty-stores subsidiaries
generated an operating income of ¥44,527 million
(US$382,962 thousand), a year-on-year increase of 5%.
.Ordinary income increased by 232.4% year-on-year to

¥24, 268 million (US$ 208,721 thousand). - . o
As a result of recording ¥498,996 million (US$4,291,700
thousand) in debt forgiveness gains under extraordinary
pro,llit and an extraordinary loss of ¥82,762 million
(US$711,809 thousand) from losses including the '
impairment of plant, property and equipment; consolidated

net income for-the current period stood at ¥413,160 lmlhon'

(US$3 553,453 thousand).

Als for results by segment, the retail business, due to the
closmg of unprofitable stores, recorded operating revenues
of ¥l .389,025 million (US$ 11,946,547 thousand), .
representmg a year-on-year decrease of 10.4%, while
factors such as increased sales promotion expenses required
to deal with the intensified year-end sales battle resulted in
an operatmg loss of ¥4,073 million (US$35,031 thousand),
a def:rease of ¥8.4 billion compared to the previous year.

'I'Pc financial services segment recorded operating
revelnues of ¥162,783 million (US$1,400,043 thousand),
increasing 1.7% year-on-year, and operating income of
¥36, 989 miltion (US$318,130 thousand), increasing 22.7%
year-on-year, due to OMC credit sales division’s active -
involvement in the issue of various affiliated cards and
expansion in the number of participating retailers, as well

as the expansion in the number of its card loan centers.

In the real estate business, despite recording ¥49,681.
rmlhlon (US$427,290 thousand) in operating revenues, a
7.8% year-on-year decrease, due to the effects of closing
unprloﬁtable stores, operating income increased by 2.9%
year-on-year to ¥2,918 million (U 5$25,097 thousand) as a
result the decrease in expenses mcludmg selling and

" administrative expenses.

AIS for the other businesses, despite operatmg revenues
decreasing by 4.1% year-on-year to ¥244,152 million
(U 8%2,099,871 thousand) reflecting the effects of closing
unprofitable stores and the transfer of the Fukuoka business
in the previous fiscal year, due to the decrease in
depreclatlon expenses as a result of having recorded
unpalrmeut losses in the previous fiscal year, operating
mcolme increased by 41.4% vear-on-year to ¥8,892 million
(US$76,477 thousand).
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State of cash flow - E; '

»

Net cash-and cash equivalents (heremaﬁer referred to as

“funds”) during the penod under review decreased by

¥34,815 million (U S$299 432 thousand) from the prev1eus -

fiscal year-end to record a closing balance of funds at the

end of the current period 'of ¥169,336 million

(US$1,456, 403 thousand).

Cash flows durmg the current period are as fo]lows

. ! l| . ’

[Cash flow from operatm'g activities]

Funds generated by operatmg activities decreased by

¥24,223 million (U S$208 334 thousand) compared to the

previous ﬁscal year to total ¥12,005 million (US$103 251

thousand). :: .
The limited increase in funds relauve to the previous

- fiscal year is due pnmanly to.the following reasons. Oneis

that increases in operatmg receivables, namely the card
loans of the financial semces subsullary, caused changes in
the accounts rece1vable The accounts receivable had
contributed to the ¥4,683 ‘million (US$40,277 thousand)
increase in funds in the p'revmus fiscal year, but in the
current penod, it resulted'm an ¥18,288 million
(US$157,289 thousand) decrease in funds, constituting a
decrease of ¥22,971 rmlllon (US$197,566 thousand)
compared to the prevmusfiﬁscal year. The second reason is
the ¥34,828 million (U S$299 544 thousand) decrease in
funds as compared to the ¥16,883 million (US$145,205
thousand) decrease in thclprevlous fiscal year, representing
‘a year-on-year decrease of ¥17,945 million {(USS 154,399
thousand), as a result of the decrease in said subsidiary’s
deposits due to the hqmdatmn of receivables. Another
- reason is expenditures dunng the current period for

reconstruction of busmes;es.

i ‘
[Cash flow from mvestmént activities]
Funds generated by. m»;esnnent activities increased by

. ¥106, 536 million (US$916 281 thousand) compared to the

previous fiscal year to total ¥115,526 million (US$933,601

thousand). - !l

The large increase in funds relative to the previous fiscal

year is due primarily to mcreased income (increase of

¥59,212 million [US$509 263 thousand] compared to the

previous fiscal year) ﬂom sales of investment securities,

namely the shares of Rec:fuit Co., Ltd., in addition to

increased income (increase of ¥16,208 million

[US$139,400 thousand] c'ompared to the previous fiscal

year) from sales of plant, sproperty and equipment, namely

the sales of the site of the Oriental Hotel, as well as

increased income (mcrease of ¥11,247miltion [US$96,732 7

thousand] compared to the previous fiscal year) from the
return of the guaranty money deposited.
; L .

[Cash flow from ﬁnancing activities]
Funds used in financing activities decreased by ¥126,747

~ million (US$1,090,109 thousand) compared to the previcus

term to total ¥163,213 million (US$1,403,741 thousand).
The large decrease in funds relative to the previous fiscal

.year is due primarily to the fact that despite income ‘
" generated from the issue of new shares, as a consequence of

decreased funds accompanying long-term borrowings and
repayments (decrease of ¥144,446 million [US$1,242,333
thousand] compared to the previous fiscal year), net
decreases in short-term borrowings {decrease of ¥21,704
million [US$186,669 thousand)] compared to the previous

. fiscal year) and commercial papers (decrease of ¥23,600

million [US$202,976 thousand] compared to the previous
fiscal year), repayments of interest-bearing debts increased.

Looking Forward -

. In spite of sustained growth in consumption and capltal
investments and expectations for the current recovery to -
contmue based on private-sector demand, factors such as
concern over rising interest rates and further intensification
of competition make the environment surrounding the
Company unpredictable at best,

Therefore, in 2006, the mid-way point of the Business -
Plan, the Company intends to continue with and accelerate
irhplementation of measures that had been initiated to
further enhance its sales capabilities.

As part of its activities to spread the mission statement
and promote CS, the Company intends to undertake
reforms of the awareness and culture of the entire Group. In
February 2006, the CS Promotion Department was
established as an organization dedicated to the “promotion
of CS and penetration of the mission”. '

In the coming consolidated fiscal year, we at the Daiei

-Group intend to intensify our efforts to stimulate reform in

our retail businesses. _
Specifically, we plan to make the stores more appealing
to our customers by renovating the shops to accommodate
the branches of our leading tenants, while strengthening our
outside alliances, and undertake reforms in store operations
by such means as shifting to a new POS system and
revising our logistics structure, further improving the .

- income structure of the stores.

" As far as expanding the chain of stores is concerned, the
Company intends to open 20 to 30 SM stores mainly

 through its subsidiarics. Concurrently, since naming four of

its subsidiaries “Gourmet City” in March 2006, the
Company has been striving to reinforce the management of
the SM businesses by bringing them under an integrated
management system and establish “Gourmet City™ as the

. Daiei Group’s SM name brand.

u
"




As part of our merchandising measures, since March
2006, in addition to our popular PB (private brand) food
product “Savings” and sukoyaka sodachi (Wholesome
Raiséd) we have launched our value-added PB food
product, oishiku tabetai (Let’s Eat Deliciously), made with
- specially selected ingredients, with special care given to
processing and additives. We are going to promote the
brand in all stores. Moreover, the menswear and shoes
division, whose merchandise had overlapped with the
Company’s specialty store subsidiaries, will be transferred
to the Company’s subsidiary, Robelt, Inc. and Cordoba, Inc,
respectively, in order to heighten their degree of
specialization and improve sales efficiency. -

Sales promotion measures include revision of the bonus
. points system with the cooperation of the OMC Card, to -

eventually cover purchases at all countérs in every store, the

" implementation of which would add to the convenience of
customers and enhance the sales capabilities necessary for
providing finely-tuned responses to customer needs.

The financial services business will continue to promote
strategic expansion and further reinforce the card busiriess,
while dedicating itself to further expansion of the
membership business and outsourcing business by fully
utilizing our database marketing capability and card-
processing capability.

Business strategies of other Group subsidiaries include
the establishment through a spin-off of OPA Co,, Ltd,,in
March 2006, to enhance the business value of the '
commercial facilities management of Jujiya Co, Ltd., a
consolidated subsidiary of the Company, and by succeeding
to the business of Jujiya, promoting the PM (property -
management) business. ) '

Although the difficult economic environment which
currently prevails is expected to continue, the Company
intends to make a concerted effort to ensure that the various
measures of the Business Plan are implemented and devote
itself to the revitalization of the Daiei Group.

Yasuyuki Higuchl
President
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Operating revenue !}l
Operating revenue during the period under review totaled
¥1,675,127 million (Uss'i4 407,216 thousand), a decrease
of 8.7% from the prckus fiscal year, due to a slump in the
retail busmess l
[Clothing and acccssorieé]

In apparel, we have bcf':n promoting the revitalization of
sales floors according to the distinct characteristics of each
store, such as location, re}anl trade area and scale, for the
purpose of strengthening our sales capabilities. In our large-
scale stores, including the Shin-Urayasu store, we have
opened the “Shirt House™ counter, specializing in dress

- shirts and business accessjhries in a fashionable business

setting. In our smaller sto"res including our Kita-Noda store,
we have renewed our clothmg counters specializing in
casual wear and underwear under the name “chotto shita

mainichi (a little fancy ev;:ryday) @ your life.”

y
As the first step in refo:rming our food section, we have
launched a “Project to Improve the Freshness of Green

Produce” and, pledging t(i:: become a “store with tasty

-vegetables” providing veéetables of superior freshness and

quality, we issued our “Declaratlon of Freshness” in
September 2005. In our dehcatessen section also, we issued

a “Tasty Daiei Dchcatessen Declaration” in January 2006,
and by developing dxshes*isuch as the “15 vegetable salad”
and the “Caesar Salad Chlckcn we have been proposing
well-balanced, vegetable-onented diets as well as meals
that are fun and df:]u:lous'a

N

[Household items) E

In the household items'section, we have withdrawn from
the unprofitable sections of large furniture, which had been
sold at the counters underf'thc Company’s direct
management, Value Shop% and sporting goods, among

others, and have been coqbentrating on reforms of our sales

- counters by forming partnerships with outside tenants

capable of attracting a larée clientele. In the HBC (health
and beauty care) busmess, where expectations are
particularly high for growth we opened the HmB counters,
based on the partnership agreement of September 2005 with
CFS Corporatxon using the store management expertise of
our partner, at six of our storcs including the Senri Chuo -
store. ‘ i

Costs and Operating Expenses _

The cost of sales decreased by 9% from the previous
fiscal year to ¥1,050,785 million (US$9 037,456 thousand)
due to the drop in sales.

Selling, generai and administrative expenses durmg the
period under review decreased by 8.9% from the previous
fiscal year to ¥579,815 million (1US$4,986,798 thousand)
due to the closure of unproﬁtablc stores, execution of the
carly retirement program and the' 1mplementat10n of low-

COst measures.

' Despite the slump in retail sales, operating profit during .
the period under review. increased 5% compared to the
previous period to ¥44,527 million (US$382,962 thousand),
due to strong performances by OMC and other financial
services business and the specialty store subsidiaries, and
the accelerated sales of our deficit-ridden subsidiaries.

Other Income and Expenses
- Income before income taxes and minority interests for
the period under review increased dramatically compared to
the previous period to ¥440,502 million (UUS$3,788,613
thousand), due to the recording of debt forgiveness gains of
¥400,420 million (US$3,443,881 thousand) under
extraordinary profit.

As a result, net income for the current period was
¥413,160 million (US$3,553,453 thousand).

Capital Expenditures and Total Assets

Plant, property and equipment decreased by 20.3%
compared to the previous fiscal year to ¥365,805 million

' (US$3,146,168 thousand) due to the sales of businesses and

the application of impairment accounting.
Total assets decreased by 17.4% compared to the previous
fiscal year to ¥1,343,307 million (US$11,554,341 thousand)

" due to such factors as the sales of businesses, assets sales

including the sales of investment securities, and the
application of impatrment accounting.

Liabilities
Interest-bearing debt decreased by ¥674,859 million
(US$5,804,240 thousand) from the previous fiscal year to
¥821,702 million (US$7,067,188 thousand) due to the
implementation of debt waivers from the financial
institutions and the debt equity swap with the IRCI.

As aresult, total liabilities decreased by 40.5% from the
previous year to ¥1,199,388 million (US$10,315,541

_ thousand).




Shareholders’ Equity :

As a result of the debt waivers from financial
institutions and the third party allocation of new shares,
the state of negative net worth, which temporarily
occurred at the end of the previous fiscal year, was
resolved and consolidated net assets amounted to
¥112,632 million (US$968,711 thousand). -
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February 28, 2006 and 2005

i}

Millions of Yen
2006 2005 2004 - ,2003 - 2002
For the year: : . _

Operating revenues ¥1,675,127 ¥1,833,818 ¥1,993,619 ¥2,197,533 ¥2,498,877
Net sales ] 1,431,508 1,592,660 . 1,752,032 . 1,957,947 2,237,444
Real estate revenues 52,589 45279 52,287 51,493 51,070

. Other . 191,030 195,879 189,300 188,093 . 210,363

Cost of Sales ¢ 1,050,785 1,154,640 1,263,910 1,400,894 . 1,605,174

Selling, general and administrative ' ,
expenses \' ' 579,815 636,788 . 678,054 755,866 849,414

Income from operations 44,527 42,390 51,655 40,773 44,289

Net interest expense -14,451 -14,323 -16,616 -19,897 -38,330

Net income (loss)g[ 413,160 -511,198 - 18,148 135,387 -332,514

Per 10 shares of commen stock (in yen):
Net income (loss)™ . ¥23,71740  ¥-80,642.72 ¥ 2,329.75 ¥29,094.25  ¥-54,021.71
- Cash dividendsapplicable to the year ' 0 0 0 0 0
Per share information have been adjusted to reflect the reverse stock split (one for ten) that take effect on May 10, 2005.
At year-end: | _

Current assets ¥ 709,786 ¥ 779,192 ¥ 828,692 ¥ 721,095 ¥ 719,377

Inventories , 55,975 . 74,845 91,243 98,686 131,492

Property and equipment,
at net book value 365,805 458,812 918,077 = 1,011,433 1,157,013

Total assets L 1,343,307 1,626,800 2,260,782 2,278,225 2,558,659

Shareholders' equity - 112,632 -412,098 . 88,525 66,119  *--297431

Average number shares outstanding 89,498 433,120 378,599 333,539 615,519
{in thousands) - | -
Merchandise Mix .| . ‘
i " : 2006 2005 2004 2003 2002
'Foodstuffs § 50% 49% 46% 43% 42%
Clothing and personal care products . 16 ‘18 19 19 19
Household items, others . 21 20 21 24 24
Wholesale | i . 13 13 14 14 15
Total b 100% 100% 100% 100% 100%
Net sales: . . o
Billionsof yen | ¥ 1,432 ¥ 1,593 ¥ 1,752 ¥ 1,958 ¥2,237
Millions of U.S.dollars ' $ 12345 $ 13,733 $ 15103 $ 16,879 . 319,284
The U.S.dollar amounts in this report have been obtained by converting the Japanese yen amounts at the exchange rate of ¥ 116 to $1.00 as of February 28, 2006,
Number of Stores
A 2006 2005 2004 2003. 2002
Superstores i .

Company f 210 263 266 ‘265 . 286

Subsidiaries ; ‘ 234 258 263 260 327
Total it . 444 521 529 525. 613

Specialty stores * i 480 1,111 1,148 1,395 1,639
* Inchides subsidiaries and Enémhuecs : ' '
Sales Floor Space (Thousands of square meters) : _

' ' - 2006 2005 2004 2003 2002
Superstores i : - : . ‘

Company = 1,389 1,860 1,892 1,967 2,135

Subsidiaries | 300 375 340 390 816
Total i 1,689 2,235 2,232 2,357 2,951

Specialty stores * | 124 150 159 174 189
* Inctudes subsidiaries and franchisces.

1
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February 28, 2006 and 2005 : - ' |

'Thousands of

Millions of Yen U.5. Dollars
. 7 : (Note 1)
ASSETS . 2006 . 2005 2006
CURRENT ASSETS: . . - :
Cash and cash equivalents (Notes 3.b and 6) ¥ lG9,3§6 ¥ 204,151 $ 1,459,793
Time deposits (Note &) 4,643 4,027 - 40,026
Marketable securities (Note 4) 15
Notes and accounts receivable (Note 6):
Financing—primarily to consumers - 303,767 . 277,269 2,618,681
Affiliates ‘ _ _ _ _ 9|52 13,770 - 8,207
Other—oprincipally trade 185,490 198,414 1,598,276
Allowance for doubtful accounts . (34,5’52) (31,137) (297,948)
Inventories (Note 6) 55,9|75 74,845 482,543
Deferred tax assets (Note 10) ll,9|54 21,465 103,052
- Prepaid expenses 12,321 16,373 106,215
Total current assets 709,786 779,192 6,118,845
PROPERTY AND EQUIPMENT (Notes 5 and 6): ‘ .
Land (Note 11) : . 203’8.30 257,632 1,757,155
Buildings and structures : . 456959 539,612 © 3,939,302
Equipment and ﬁ__xtures o : ' 202’4.45 236,861 1,745,216
Other ’ 22,145 30,453 190,905
Total 885,379 1,064,558 7,632,578
Accumulated depreciation ‘ : (519,5|74) (605,746) (4,479,087)
Net property and equipment o 365,805 458,812 3,153,491
INVESTMENTS AND OTHER ASSETS: ]
Lease deposits and loans to lessors (Notes 5, 6 and 9) 205,2'08 266,445 1,769,035
Investment securities (Notes 4 and 6) . 6,3|93 33,851 55,112
Investments in and lease deposits to affiliates (Note 6) 19,997 ' 23,924 164,629
Goodwill 11,563 10,308 99,681
Deferred tax assets (Note 10) . 2,?23 6,323 19,164
Other (Note 6) 62,|548 110,204 539,207
Allowance for doubtful accounts (39,316) (62,259) (338,931)
Total investments and other assets 267,716 388,796 - 2,307,897
TOTAL ' ¥ 1,343,307 ¥ 1,626,800 $ 11,580,233

See notes to consolidated financial statements.




Thousands of
~ Millions of Yen U.S. Dollars
LIABILITIES AND SHAREHOLDERS' EQUITY , {Note 1)
(CAPITAL DEFICIENCY) - 2006 2005 2006
Short-term borrowings (Note 6) ' ¥ 61,230 ¥ 1,025,223 $ 527845
- Current portion of long-term debt (Note 6) o 200,563 134,019 .. . 1,728,991
Accounts payable—primarily trade (Note 6) ~ - 170,976 221,831 -+ 1,473,931
Accrued expenses 17,317 . . 19,069 . T 149,284
Accrued income taxes". (Note 10) ) : © 4,203 1,497. - - | 36,233
Deferred tax liabilities (Note 10) . 674 . 21 5,811
Total current liabilities . ' 454,963 1,401,660 , 3,922,095 "
:f
LONG-TERMLIABILITIES : v I
Long-term debt, less cunent portion (Note 6) - 559,909 ) 337,319 - 4,826,802
‘Lease deposits from lessees (Notes 6 and 9) 35,906 40,308 . 309,534
Employees' retu'cment benefits (Note 7) 25,004 T32,798 ' - 218,552
Allowance for busmess revitalization (Note 3.h} 95,963 165,865 - 827,267
Deferred tax liabilities (Note 10) 19,643 26,144 - .. - - 169,336
Other (Notes 6 and 9); ' 8,000 . 12,069 X 68,966
Total long-term liabilities 744,425 : 614,503 s Lo 6,417,457
MINORITY IN'I'ERES’I!'S 31,287 22,735 . 269,715
i\
' CONTINGENT LIABII.|.I'I‘IES {Note 13)
SHAREHOLDERS' EQU]TY (CAPITAL DEFICIENCY) (Note 8): _ o ' el
Capital stock . - 56,517 - 119,510 . 487,216
‘Common stock—authonzed, i . o
207,000 thousand shares in 2006 and ' o IR
2,070,000 thousand shares in2005
Preferred stock—auﬂmnzed,
100,000 thousand shares in 2006 and
230,000 t.housq;nd shares in 2005 : : ] S
Capital surplus 7 175,851 _ 827 1,515,957
Deficit * ' 137,799) ' (547,934) : (1,187,879)
Land revaluation surplus (Note 11) 19,427 © 13,143 167,474
Net unrealized gain on'available-for-sale securities " — )
(Note3d) .. o _ 1,486 5,531 _ - 12,810
Foreign currency translation adjustments - 66 ’ {287) : ‘569
Treasury stock—at cost : : ;
(Notes6and 8) 4 2,921) - (2,888) - (25,181)
Total shareholders' equity (capital deﬁmcncy) - 112,632 (412,098) 970,966
TOTAL i ¥ 1,343307 ¥ 1,626,800 $ 11,580,233




‘Years Ended February 26, 2UU6 and 2UDY

Thousands of
Millions of Yen - US. Dollars
: : (Note 1)
2006 2005 2006
OPERATING REVENUES - Y 1,675,127 ¥ 1,833,818 . - §14,440,750
COSTS AND OPERATING EXPENSES: . _ . .
Cost of revenues _ 1,050,785 1,154,640 - 9,058,492
Selling, general and administrative expenses (Note 9) ' 579,815 636,788 - 4,998,405
Total costs and operating expenses 1,630,600 1,791,428 14,056,897
INCOME FROM OPERATIONS 44,527 42,390 - 383,853
OTHER INCOME (EXPENSES): : 7
‘Net interest expense (14,451) . - (14,323) (124,578)
Equity in loss of affiliates (3,653) (17,399) . (31,491)
Gain from debt forgiveness (Note 2) 400,420 - 3,451,897
Gain on sales of investment securities 46,833 12,360 403,733
Impairment loss on long-lived assets (Note 5) (54,900) (325,579) (473,276)
Provision for business revitalization (Note 2) (165,865) -
Loss on disposal of property and equipment (5,126) .. (5,305) (44,190)
Provision for doubtful accounts including
write-off . ' (8,613) (33,131) (74,250)
Other—net _ 35,465 15,174 - 305,733
Other income {expenses)—net 395,975 (534,068) 3,413,578
INCOME (LOSS) BEFORE INCOME TAXES AND
"MINORITY INTERESTS 440,502 (491,678) 3,797,431
INCOME TAXES (Note 10):
Current 3,025 1,786 26,077
Deferred 10,409 17,145 89,733
Total income taxes 13,434 18,931 115,810
MINORITY INTERESTS IN NET INCOME (13,908) (589) (119,897)
NET INCOME (LOSS) ¥ 413,160 ¥ (511,198) "$ 3,561,724
PER SHARE OF COMMON STOCK
(Notes 3.p and 16): Yen - : U.S. Dollars
Net income (loss) ¥ 2,371.74 ¥ (8,064.27) s - 2045
Diluted net income 2,205.20 . 19.01

See notes to consolidated financial statements.
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Years Ended February 28, 2006 and 2005

c . T 1

Millions of Yen:

Treasury Stock

" Millions of
Yen

i Stock

‘ [ssued Number of
I Shares

Prefored  Capital

Stack Stock Surplus

Capital -

" NetUnrealized . Forcign
Land Gain on Curmency
Revaluation  Availshle-for-  Traaslation

Deficit Swplus  male Securities  Adhnstments

Number of
Sharesof - .
Common

Stock Amaotnt

BALANCE, MARCH 1, 2004

(44,975)  ¥(15,701)

It 449,918
Net loss ki
Treasury stock acquired and dispased—nct
Teausfer of sdditional paid-in capita)
Change of deferred tax lisbilities concerning tend
revalustion (Note 11) Y
Change of land revaluation surplus due to sale
of land and recognition of impairment loss |
. Adjustment of deficit for an cxchided affiliate
Net unreatized loss on lvaihhle-fﬁr«ulc securities
Foreign currency transiation adjustments

-229.000 .¥119,510 ¥118,987 ¥(161.451)

827
(118,987)

¥18,563  ¥8.217 ¥400
(511,198) :

118,987
49

537
357

(5371)

(.86)
(L)

3T1S 12,813

BALANCE, FEBRUARY 28, 2005 !i

4
449,918

. 229,000 119,510 827

(547934) 13,143 5,531 @287

(2,388)

Net income i
Convmionofﬁmfemdshnuméummonmmm 8) 181,677
Reverse stock sphit (Note 8) ' (567,895)
The capital reduction without compensation (Note 8) '
Stock-for-stock exchange (Note 8)
Treasury stock acquired and dlspo'sed—n:(
Allotment of common stock to third partes (Note )
Allotment of preferred stock to third parties (Note 8)
_“Change of deferred tax linbilities concerning tand
revatuation (Note 11) i
Change of land revaluation an'plu.?ldue to sale
ofhndtndmcopiﬁmofimpa{fmm loss
Adjustment of deficit for an excluded affilizte
Net unrealized loss on available-for-sale securities -
Bonuses to dinectors and wrpomé:mdmn
Foreign curmency translation adjostments

2,960

33245 °

(40,000)

(189,000) (119,010) 115,010

0

18,517
37,500

18,484

99,734 37,500

413,160

0
(6,183} 6,183
3,186
{4,045)
23 oo

353

(7,860)

6,822 63

BALANCE, FEBRUARY 28,2005 ;. 99,105 ¥66_ (1,038)  ¥(2971)

99,734 ¥56,517  ¥I175,851 ¥(137,794)  ¥19,427 ¥1,486

i Thousands of U.S. Dollars (Note 1)

f Capital
Stock

Capital

Surplus Deficit

Net Unrealized

Foreign

N

Land
Revaluation .
Surplus

Gain on
Available-for-
sale Securities

Currency

Translation
Adjustments

Treasury
Stock

BALANCE, FEBRUARY 28,2005 '

${(4,723,569)

5113302 347,681

$(2474)

$(24,857)

$ 1,030,259

W
it

Net income - i
Conversion of prefermed shares to common shares (Nots 8)
Reversc stock split (Note 8) 1
The capital reduction without compeasation (Note §)
Stack-for-stock exchange {Note 8
Treasury stock acquired and dupos';:d—ncl
Allotment of commen stock to thud parties (Note 8)
Allotment of prefesred stock to third parties (Note 8)
Change of deferred tax lisbilitics concerning land
revaluation (Note 11) 1!
Change of land revaluation mphr.sd:x to sale
of 1and and recognition of xmpam:m loss
Adjustment of deficit for an cxptud;n‘;:d affiliate -
Net unrealized loss on lw.ihble-fo!f-sa.le securities
Banuses to directors and w:pmmlwdms
Foreign currency translation adjustments

(1,025,948)

156,629
123,27

$7,129
) 3,561,724

1,025,948
259

159,345
323,276

(53,302) -

21466

(198)

870

53,302

(34,871)

(284)

3,043

BALANCE, FEBRUARY 28,2006 i

3 487,216

$ 1,515,957 $(1,187,879)

$12,310

3569

$(25.181)

. See notes to consolidated fmant';ial statemnents.’

lI
I

$ 167,474
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‘Years Ended Febmary 2§, 2006 and 2005

4

Thousands of
Millions of Yen US. Dollars
* . (Note 1)
2006 2005 2006
OPERATING ACI‘IVITIES A .
Income (loss) before income taxes and minority interests ¥ 440,502 - ¥ (491,678) $ 379743
Adjustments for: -
Income taxes paid |, . ' . (1,576) (2,452) {13,586)
. Depreciation and amortization 32436 : 48,704 279,621
Amortization of goodwill - 674 ) 604 5,810
Increase in allowance for doubtful accounts - . 33,468 ’ 32,432 288,517
Decrease in allowance for loss on business restructuring _ ' (34,263)
Increase (decrease) in allowance for business revitalization {55,695) 165,865 (480,129)
Interest expense ' 16,163 15,624 139,336
Gain from debt forgiveness (400,420) . (3,451,897)
Lass on disposal of property and equipment- 5,126 5,305 44,190
Impairment loss on long-lived assets 54,900 . 325,579 - 473,276
Gain on sales of investment securities (46,533) (12,360) {403,732)
Decrease (increase) in notes and accounts receivable {7,079) 13,918 (61,626)
 Decrease in inventories . 16,317 15,668 140,664
Decrease in accounts payable and accruecl expenses (42,760) i (48,021) {168,621)
 Interest paid - (16,31T) (12,944) (140,664)
Other—net (16,901) 14,247 . (145,699)
Total adjustments {428,497) 527,906 (3,693,940)
. Net cash provided by operatmg activities 12,005 36,228 103,491
INVESTING ACTIVITIES: . . '

Acquisition of property and equipment (20,750) (23,776) (178,879)

Proceeds from sales of property and equipment 27,648 , 11,440 238,345
" Proceeds from sales of investment securities 82,195 22,983 - 708,577

Proceeds from redemption of lease deposits 22,218 10,968 . 191,509

Other—net , 4,218 *(12,625) 36,362

Net cash provided by investing activities 115,526 8,990 995,914
FINANCING ACTIVITIES: ) :

Decrease in short-term borrowings—net (143,738) © (98,414) (1,239,121)

Proceeds from long-term debt 151,274 126,761 1,304,086

Repayment of long-term debt (241,012) (77,253) (2,077,689)

Proceeds from sale of treasury stock 3 11,348 26

Allotment of common stock and preferred stock

to third parties, net of debt for cqulty swap 72,001 : . 620,698
. Other—net (1,741) 1,112 (15,009)
Net cash used in financing activities {163,213) : (36,466) (1,407,009}
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS :
ON CASH AND CASH EQUIVALENTS 977 : (199) 8,423
NET INCREASE (DECREASE) IN CASH AND CASH ’
EQUIVALENTS . (34,705) ' 8,553 " (299,181)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 204,151 . _ 195,598 1,759,922
DECREASE IN CASH AND CASH EQUIVALENTS BY
DECONSOLIDATION OF A SUBSIDIARY ] . - (110) (948)
CASH AND CASH EQUIVALENTS, END OF YEAR : ¥ 169,336 ¥ 204,151 $ 1,459,793
CASH FLOW INFORMATION: : i
Effect of deconsolidation of subs:dlanes upon sales
of their stocks to third parties: . ‘ . ) . :
Assets decreased b 4 24,595 ¥ 140,897 s ‘212,026
Liabilities decreased 83,138 156,746 458,086

Effect of demerger of a subsidiary: )
Assets decreased 57,044
Liabilities decreased 56,784

NON-CASH INVESTING AND FINANCING ACTIVITIES

Debt-for-equity swap arrangements:’ )
Borrowings decreased 40,000 ' 344,828
Capital stock increased 20,000 172,414
Additional paid-in capital increased 20,000 © 172,414

See notes to consolidated financial statements.




Years Ended February 28, 2006 and 2005

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

‘ . I .
The accompanying consi,)hdated financial statements have -

been preparéd in accordance with the provisions set forth in
the Japanese Securities and Exchange Law and its related
accounting régulations, and in conformity with accounting
~ principles generally accepted in Japan, which are different
in certain respects as to application and disclosure
requirements of Intemanonal Fmanc1al Reportmg
Standards. -

P |.’
In preparing the consohdated financial statements, certain
reclassifications and rearrangements have been made to the
consolidated financial statements issued domestically in
order to present them in a form which is more familiar to
readers outside Japan. In addition, the notes to consolidated
financial statements mclude information which is not
required under accountmg principles generally accepted in
Japan but is presented herein as additional information,

R
'
h

i
‘I

Certain reclassifications have been made in the 2005
financial statements to conform to the classxﬁcatlons used
in 2006. ' ’ ‘

The consolidated financial statements are stated in J apanese
yen, the currency of the country in which The Daiei, Inc.
(the "Company"} is incorporated and operates. The
translations of Japanese yen amounts into U.S. doilar
amounts are included solely for the convenience of readers
outside Japan and have been made at the rate of ¥116 to $1,

- the approximate rate of exchange at February 28, 2006.

Such translations should not be construed as representations
that the Japanese yen amounts could be converted into U.S.
dollars at that or any other rate.

2. BUSINESS PLAN | i

In February 2002, the Company initiated the "New Three-
Year Restoration Prograr"n " The Company has steadily
implemented the "New Three-Year Restoration Program"”
and achieved results as planned in reducing the interest
bearing debts level. However the Company still has a large
* amount of debt with unsatlsfactory level of recovery of
operations in its core retall business. Therefore there still
exists a concem for lower profitability due to a worsening
business environment.

! o
Under these business coxgditions, on December 28, 2004,
the Company developed:'a new business restructuring plan
{the "Business Plan") whlch included the closure of stores
and other restructuring measures an early adoption of the
new accounting standa.rql for impairment of fixed assets,
investment and recapitalization by the Company's major
banks and new investors, and financial assistance from
Industrial Revitalization Corporanon of Japan ("IRCJ"),
with the objective of ﬁmdamentally resolving the business
challenges and to concentratc management resources on
core businesses. The Business Plan was approved by IRCJ
on the same day !!

Asof February 28, 2005l the Company temporanly faceda
net capital deficiency of ’1‘412 098 million as a result of .

- posting losses arising from the execution of the Plan.
Furthermore, as of February 28, 2005, a substantial portion
of the Company's debt loan has not been repaid on the
scheduled due dates. h

)
In connectmn wnth the Busmess Plan the Company has
taken the- follomng actlons _
e ' 'I . .-
|

a. Recapitalization

On March 7, 2005, the Board of Directors approved the
following financial recapitalization plan (the
"Recapitalization Plan"). The Recapitalization Plan was
also approved at the Special Meeting of Preferred
Shareholders on March 29, 2005 and at the Extraordinary
General Meeting of Sharehofders and the Special Meeting
of Commeon Shareholders held on March 30, 2005,

(1) A capital reduction and cancellation of the Class A
preferred stock (4,500,000 shares), Class B preferred |
stock (4,500,000 shares), Class E preferred stock

(50,000,000 shares), Class F preferred stock
(80,000,000 shares) and Class G preferred stock
(50,000,000 shares) in conjunction without
compensation to shareowners

The amount of capital stock was reduced from
¥119,510 million (81,030,259 thousand) to ¥500
million ($4 310 thousand)

Effective date of the capltal reductlon and the
cancellation was May 10, 2005.

(2) A reverse stock split of one for ten .
Common shares, in addition, the number of shares
constituting one share tradmg unit was reduced from
500 to 50
Effective date of the reverse stock split was May 10,
2005.

!
|
A
1
I
1
0
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(3) A change of conversion terms of the Class'D-1 and
Class D-2 preferred stock
According to the revised terms, the Class D-1 and :
Class D-2 preferred shares were converted to common
shares on March 31, 2005, and then were
subject to the reverse stock split as stated in (2) above.

(4) Issuance of new shares to the third parties
(a) The details of the issuance of common shares
1. Number of shares to be issued:
33,244,650 shares
2. Issuance price:
¥1,113 ($9.6) for one common share
3. The total amount of the issuance price: .
¥37,001 million ($318,974 thousand)
4. Amount of capitalization:
¥18,517 million ($159,629 thousand)
5. Allotted parties and numbers of shares -
* DRF Limited: 23,292,700 shares
Marubeni Retail Investment Co., Ltd.:
9,951,950 shares

(b) The detalls of the i lssuance of Class Koh preferred
shares
1. Number of sha.res to be issued:
99,733,950 shares
2. Issuance price:
' ¥752 (56.5) for one common share
3. The total amount of the issuance price:
¥75,000 million($646,552 thousand)
4. Amount of capitalization:
¥37,500 million($323, 276 thousand)
5. Allotted parties and numbers of shares
IRCJ: 66,489,300 shares
' DRF Limited: 23,292,700 shares
Marubeni Retail Investment Co., Ltd..
9,951,950 shares

b. Debt Restructuring
~ On March 25, 2005, the Company entered into debt
restructuring agreements with three major banks (UFJ

Bank, Ltd., Sumitomo Mitsui Banking Corporation,
Mizuho Corporate Bank, Ltd.), other financial institutions
and IRCJ. Based on these agreements, on March 31, 2005,
the Company cobtained debt forgiveness of ¥400,420 million
(33,813,524 thousand) from these major banks-and other -
financial institutions.

" In addition, according to these agreements, the Compan}_r is

not required to repay any principal amounts until February
29, 2008, unless certain defined events ocour such as
profitable operating results are obtained or underlymg
collateralized assets are sold off.

c. Restructuring i

As of February 28, 20035, the Company cstablished a
restructuring reserve of ¥165,865 million for store closures,
employee terminations, and write-offs of facilities and
equipment.

As of February 28, 2006, as a result of store closures and
other measures, allowance for business re\(ita]ization
decreased to ¥95,963 million ($827,267 thousand).

d. Stock-for-stock Exchange

On May 9, 2005, the Company and its subsidiary, JUITYA
Co., Ltd. ("JUITYA"), agreed to a stock-for-stock exchange
such that FJUNYA became a wholly owned subsidiary of the
Company after the corporate resolutions of both companies.

Outline of the stock-for-stock exchange agreement

(1) Date of stock-for-stock exchange July 1, 2005
(2) Ratio of stock-for-stock exchange
The stock-for-stock exchange ratio of the Company to
JUJIYA is | to 0.043. ‘
The Company does not allot shares to 158,899,166
common shares of JUJIYA held by the Company.

(3) Number of shares which are issued upon the stock-
for-stock exchange 2,960,646 common shares

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation

The accompanying consolidated financial statements as of
February 28, 2006 and 2005, include the accounts of the
Company and all of the subsidiaries (together, the
"Companies"), except for one subsidiary in 2005, which has
an immaterial effect on the consolidated financial
statements and is stated at cost.

~ Under the control or influence concept, those companies in
which the Company is able to exercise control, directly or
indirectly, over operations are fully consolidated, and those
companies over which the Companies have the ability to

" exercise significant influence are accounted for by the

cquity method.

The number of consolidated subsidiaries and affiliates for
fiscal 2006 and 2005 are summarized below:

~

2006 - 2005

Consolidated subsidiaries - + - - 7T .. 96§
Affiliates 11 - 13

All significant intercompany balances and transactions have
been eliminated in consolidation. All material unrealized
profit included in assets resulting from transactions within
the group is eliminated.
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Goodwill, the excess of the cost of an acquisition over the
fair value of the net assets of the acquired subsidiaries and
affiliates at the date of acquisition, is amortized on a
straight-line basis principally over 5 or 20 years, while
certain goodwill that is immaterial in terms of amount is
expensed when acquired.

b. Cash Equivalents

Cash equivalents are short-term investments that are readily
convertible into cash and that are exposed to insignificant
tisk of changes in value. Cash equivalents include time
deposits, commercial paper and certain investments, all of
which mature or become due within three months of the
date of acquisition.

¢. Inventories

Merchandise inventories are principally stated at cost as
determined by the retall'method applied on an average
basis.

d. Marketable and Investment Securities

All securities held by the Companies are classified as
available-for-sale securities, and reported at fair value, with
unrealized gains and losses, net of applicable taxes,

. reported in a separate component of shareholders' equity.
Available-for-sale securities whose fair values are not
readily determinable arc stated at cost determined
principally by the movmg-avcragc method.

For other than temporary declines in fair value, investment
securities are reduced to net realizable value by a charge to
income. :

¢. Property and Equipment
Depreciation of buildings and structures of the Company

and buildings of certain of its consolidated subsidiaries is -

computed using the straight-line method, while the
declining-balance method is used for equipment and
fixtures of the Company and principally for the property
and equipment of its subsidiaries.

The range of useful lives is from 5 to 50 years for buildings
and structures, and from 3 to 20 years for equipment and
fixtures.

Ordinary maintenance and repairs are charged to expense
as incurred. Major replacements and improvements are
capitalized. Depreciatibn charged to expense for fiscal
2006 and 2005 was ¥24,269 million ($209,216 thousand)
and ¥41,752 million, respectwely

£. Long-lived Assets : .

In August 2002, the Busmess Accounting Councn] ("BAC")
issued a Statement of Opinion, "Accounting for Impairment
of Fixed Assets," and in October 2003 the Accounting

Standards Board of Japan ("ASBJ") issued ASBJ Guidance
No. 6, "Guidance for Accounting Standard for Impainnent :
of Fixed Assets." These new pronouncements

wereeffective for fiscal years beginning on or after April l
2005 with early adoption permitted for fiscal years ending
on or after March 31, 2004.

The Company adopted the new accounting standard for
impairment of fixed assets from the year ended February
28, 2005. The Company reviews its long-lived assets for
impairment whenever ¢vents or changes in circumstance
indicate the carrying amount of an asset or asset group may
not be recoverable. An impairment loss would be
recognized if the carrying amount of an asset or asset group
exceeds the sum of the undiscounted future cash flows
expected to result from the continued use and eventual
disposition of the asset or asset group. The impairment loss
would be measured as the amount by which the carrying
amount of the asset exceeds its recoverable amount, which
is the higher of the discounted cash flows from the
continued use and eventual disposition of the asset or the
net selling price at disposition.

g Employees' Retirement Benefits

The Company and most of the consolidated subsidiaries
have contributory funded pension plans and unfunded
retirement benefit plans covering substantially all
employees. In March 2005, defined contribution pension
plans have been established.

Effective March 1, 2001, the Company and its domestic
consolidated subsidiaries adopted a new accounting
standard for employees' retirement benefits and accounted
for the liability. for retirement benefits based on projected
benefit obligations and plan assets at the balance sheet date.

The transitional obligation as of March 1, 2001 is
principally amortized over 15 years starting from the year
ended February 28, 2002 on a straight-line methed. Annual
amortization is presented as other expense in the

" consolidated statements of operations. Certain domestic

consolidated subsidiaries amortize the transitional
obligation over 5 years on a straight-line method.

Directors and corporate auditors are not covered by the
retirement and termination plans described above. Benefits
paid to such individuals are charged to income when paid.
Any amounts eventually payable to directors and corporate
auditors upon retirement ar¢ subject to the approval of the

- shareholders.

h. Allowance for Business Revitallzatlon .
Allowance for loss on business revitalization is prowded
for estimated losses of store shut down and other
restructuring measures arising from the execution of the
"Business Plan."
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i. Leases

The Companies conduct a large part of their retail store
operations in leased facilities. Operations are charged
currently for rentals as specified in the lease agreements. In
accordance with accounting practices in Japan, no lease
obligations have been capitalized. .

The Companies lease certain equipment and fixtures under
noncancelable agreements with initial lease pertods of 5 to
7 years. The agreements are renewable at substantially
reduced rentals and the initial lease periods are less than the
estimated useful lives of the properties. These leases are
accounted for as operating leases. Under Japanese
accounting standards for leases, whether as a lessee or asa
lessor, finance leases that are deemed to transfer ownership
of the leased property to the lessee are to be capitalized,
while other finance leases are permitted to be accounted for
as operating lease transactions if certain "as if capitalized"
information is disclosed in the notes to the lessee's financial
" statements: The "as if capitalized” information as a lessor
is also disclosed (see Note 9.b).

j- Foreign Currency Financial Statements

- Financial statements of foreign consolidated subsidiaries
are translated into Japanese yen at year-end rates except for
shareholders' equity which is translated at historical rates.

Differences arising from such translation are presented as
"foreign currency translation adjustments” in a separate
component of shareholders' equity.

k. Foreign Cun"ency Transactions

All monetary receivables and payables denominated in
foreign currencies are translated into Japanese yen at the
exchange rates at the balance sheet date. The foreign
exchange gains and losses from translation are recognized
in the consolidated statements of operations to the extent
that they are not hedged by forward exchange contracts. -

L. Derivatives and Hedging Activities

The Company and certain consolidated subsidiaries use
derivative financial instruments to manage their exposures
to fluctuations in foreign exchange and interest rates.
Foreign exchange forward contracts, interest rate swaps and
interest rate opttons are utilized to reduce foreign currency
exchange and interest rate risks. The Company and
domestic consolidated subsidiaries do not enter into
derivatives for trading or speculative purposes.

Derivative financial instruments and foreign currency
transactions are classified and accounted for as follows: (a)
all derivatives are recognized as either assets or liabilities
and measured at fair value, and gains or losses on derivative
transactions are recognized in the consolidated statements
of operations and (b) for derivatives used for hedging
purposes, if derivatives qualify for hedge accounting

because of high correlation and effectiveness between the
hedging instruments and the hedged items, gains or losses
on derivatives are deferred until maturity of the hedged
transactions. .

The foreign currency forward contracts are utilized to
hedge foreign currency exposures in procurement of
merchandise from overseas suppliers. Trade payables
denominated in foreign currencies are translated at the
forward exchange contracted rates if the forward contracts
qualify for hedge accounting.

Interest rate swaps and interest rate options are utilized to
hedge interest rate exposures of long-term debt. These
swaps and options, which qualify for hedge accounting, are
measured at market value at the balance sheet date and the
unrealized gains or losses are deferred until maturity as
other liabilities or assets. In addition, the interest rate
swaps, which also meet specific matching criteria, are not
remeasured at market value but the differential paid or
received under the swap agreements are recognized and
included in interest expense or income. '

m, Stock and Debt Issnance Costs
Stock and debt issuance costs are charged to income as
incurred.

n. Income Taxes

The provision for income taxes is computed based on the
pretax income included in the consolidated statements of
operations.” The asset and liability approach is used to
recognize deferred tax assets and liabilities for the expected
future tax consequences of temporary differences between
the catrying amounts and the tax bases of assets and
liabilities. Deferred taxes are measured by applying
currently enacted tax laws to the temporary differences.

o. Appropriations of Retained Earnings or Deficit
Appropriations of retained earnings or deficit at each year
end are reflected in the financial statements for the
following year upon shareholders' approval.

p. Per Share Information

Basic net income (loss) per share is computed by dividing
net income available to common shareholders by the
weighted-average number of common shares outstanding
for the period, retroactively adjusted for stock splits.

Diluted net income per share reflects the potential dilution
that could occur if preferred stocks were converted into
common steck. Diluted net income per share of common
stock assumes full conversion of the outstanding preferred
stocks at the beginning of the year.
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|
q. New Accounting Pro:iiouncemehts

Business combination anf:d business separation

. d
In October 2003, the BAC issued a Statement of Opinion,
* "Accounting for Busmess Combinations," and on
December 27, 2005 the ASBJ issued "Accounting Standard
for Business Separatlons,I and ASBJ Guidance No. 10,
"Guidance for Accountmg Standard for Business
‘Combinations and Busmess Separations.” These new
~ accounting pronouncements are effective for fiscal years
begmmng on or after Apnl 1, 2006.

The accountmg standard for business combinations allows

companies to apply the poolmg of interests method of
accounting only when certain specific criteria are met such
that the business combmatlon is essentially regarded as a
unjting-of-interests. These specific criteria are as follows:
(a) the corisideration f(Eir the business combination
consists.solely of cozlimnon shares with voting rights,

. ] '

(b) the ratio of voting {ights of each predecessor
shareholder group afier the business combination is
nearly equal, and

(c) there are no other factors that would mdrcate any
control exerted by any shareholder group other than
voting rights. :]

For business combmatlons that do not meet the uniting-of-
interests criteria, the busnrtess combination is considered to
be an acquisition and the purchase method of accounting is-
required. This standard also prescribes the accounting for
combinations‘of entities under common control and for

joint ventures. Goodwrll,lmcludmg negative goodwill, is to
" be systematically amortized over 20 years or less, but is
also subject to an impairrrlrent test. ’

l

Under the accounting standard for busmess separatlons,
a business separation where the interests of the investor no .
longer continue and the 11}vestment is settled, the difference
between the fair value of the consideration received for the
- transferred business and the book value of net assets
transferred to the separated business is recognized as a gain
or loss on business separatlon in the statement of income.
In a business separation where the interests of the investor
continue and the investment is not settled, no such gain or
loss on business separatlo? is recognized.
Stock options" : Il
On December 27, 2005, the ASBJ issued "Accounting
Standard for Stock Optlons and related guidance. The
new standard and gmdancnla are applicable to stock options
newly granted on and aﬁeill' May 1, 2006.

H]
[

This standard requires companies to recognize
compensation expense for employee stock options based on
the fair value at the date of grant and over the vesting
period as consideration for receiving goods or services.
The standard also requires companies to account for stock
options granted to non-employees based on the fair value of
either the stock option or the goods or services received. In
the balance sheet the stock option is presented as a stock -
acquisition right as a separate component of sharcholders'
equity until exercised. The standard covers equity-settled,
share-based payment transactions, but does not cover cash-
settled, share-based payment transactions. In addition, the
standard allows unlisted companies to measure options at
their intrinsic value if they cannot reliably estlmate fatr
value.

Bonuses to directors and.corporate auditors

Prior to the fiscal year ended February 28, 2006, bonuses to
directors and corporate auditors were accounted for as a
reduction of retained earnings in the fiscal year following
approval at the general shareholders meeting. The ASBJ
issued ASBJ Practical Issues Task Force (PITF) No. 13,

" "Accounting Treatment for Bonuses to Directors and

Corporate Auditors,” which encouraged companies to
record bonuses to directors and corporate auditors on the
accrual basis with a related charge to income, but stiil
permitted the direct reduction of such bonuses from
retained earnings after approval of the appropriation of -
retained earnings. ) '

‘The ASBJ replaced the above accounting pronouncement
by issuing a new accounting standard for bonuses to -
directors and corporate auditors on November 29, 2005.
Under the new accounting standard, bonuses to directors
and corporate auditors must be expensed and are no longer
allowed to be directly charged to retained earnings. This
accounting standard is effective for fiscal years ending on
or after May 1, 2006, The companies must accrue bonuses
to directors and corporate auditors at the year end to which
such bonuses are attributable. -

1

é
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4. MARKETABLE AND INVESTMENT SECURITIES

Marketable and investment securities as of February 28, 2006 and 2005 consisted of the following: ‘ - .

Thousands of U.S. Dollars

Millions of Yen
. . _ 2006 2005 . , . 2006

Current — Marketable securities ¥ - 15 '
Total ¥ . 15
Non-current; . o

Marketable securities ¥ 3,225 ¥ 11,512 $ 272802

Non-marketable equity securities . 3,168 22,339 - 27,310
Total _ ¥ 6393 ¥ 33,851 $ 55112

The carrying amounts and aggregate fair values of current and non-current marketable securities at Febfuary 28, 2006 and 2005

" were as follows:

- K : Millions of Yen
February 28, 2006 . _ : Cost Unrealized Gains =~ Unrealized Losses - Fair Value
Securities classified as ‘ o .
available-for-sale equity securities ¥ 1,029 ¥ 2196 - - : ¥ 3225
Total ¥ 1,029 ¥ 2,19 . _ ¥ 3,225
Millions of Yen
February 28, 2005 : _ Cost Unrealized Gains . Unrealized Losses Fair Value
Securities classified as available-for-sale: - : .
Equity securities ' ¥ 2311 ¥ 9251 ¥ 50 ¥ 11,512
‘ Government bond ' ' 15 _ 15
Total ' ¥ 2326 ¥ 9251 ¥ 50 ¥ 11,527
' _ . _ Thousands of U.S. Dollars
February 28, 2006 _ ' ’ Cost Unrealized Gains  Unrealized Losses Fair Value
Securities classified as available-for-sale .
equity securities - ‘ $ 8871 '$ 18,931 $ 27,802
Total : : $ 8,871 $ 18,531 $ 27,802

" Available-for-sale securities whose fair value is not
readily determinable as of February 28, 2006 and 2005
were as follows: ' : '

Carrying Amount
- Thousands of
Millions of Yen USS. Dollars
2006 2005 2006
Available-for-sale — 7
Equity securities ¥- 3,168 ¥22,339 § 27310

Proceeds from sales of available-for-sale securities for
the year ended February 28, 2006 were ¥75,130 million
{$647,672 thousand). Gross realized gains and losses on
these sales, computed on the moving average cost basis,
were ¥46,833 million ($403,733 thousand) and ¥9million

($78 thousand), respectively, for the year ended February-

28, 2006,

Proceeds from sales of available-for-sale securities for -
the year ended February 28, 2005 were ¥13,188 million.
- Gross realized gains and losses on these sales, computed
on the moving average cost basis, were ¥12,360 million
and ¥262 million, respectively, for the year ended
February 28, 2005. '
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i .
5. IMPAIRMENT OF LONG—LIVED ASSETS

In the year ended February 28 2006, the Companies reviewed thelr long-lived assets for impairment. As a result, an 1mpa1rment loss was
recognlzed on the followmgggroups of assets: :

ﬂ

- Region Usage Millions of Yen T?gﬁa;:fl:ri Classification .
‘ i | Stores ] _ : »
Hokkaido - Rental properties, etc. " ¥6,365 $ 54,871 ‘ Land and buildings, etc.
: i % | Ildle properties ' '
i 4| Stores .
Tohoku | "2 | Idle properties 449 3,871. | Land and buildings, etc.
|| Others ‘ '
_ o : :i Stores ‘ '
Kanto i Rental propcrties, etc. 19,777 170,491 Land and buildings, etc.
: ‘ | Idle properties ‘ B
; .| Stores _
Chubu .° 3| Rental properties, etc. ‘5,165 44,526 Land and buildings, etc.
. i | Idle properties '
. ‘; Stores : j o ‘
Kinki . ,| Rental properties, etc. 10,490 - 90,431 Land and buildings, etc.
‘ 1| Idle properties e
' I | Stores b L
Chugoku, Shikoku i Idle properties 135 1,164 Land and buildings, etc. .
- = v] Stores _
Kyushu, Okinawa I | Rental properties, etc. o 12,519 - 107,922 - ' Land and buildings, etc.
R 4| Idle properties C :

The Companies catcgonze stores as standard units generating cash flows, and rental properties, idle properties and others
‘operating facilities as mdlwdual independent units.

i .
In2006, the book value o%f the groups of assets where there had been a significant decline in profitability and market value
were reduced to the expeé'ted recoverable amounts. Such recoverable amounts were estimated using net selling prices based on |
Real Estate Appraisal Sta.ndards and values in use by discounting estimated future cash flows. Mainly a discount rate of 6%
was used for computing the value in use. The amount written down was recorded as an impairment loss of ¥54,900 million
($473,276 thousa.nd) as other expense.

'|

Impairment loss on Iong-]wed assets recorded for the year ended February 28, 2006 consisted of the following:

Category g _ Millions of Yen Thousands of U.S. Dollars
Buildings and lease prc';perties _ ¥ 24,485 $211,078
Land _ : b ' 26,255 226,336
Leasehold and others | 4,160 _ 35,862
Total i ¥54,900 " $473.276

|
In the year ended Fcbruary 28, 2005, the Companies reviewed their long-lived assets for impairment and, as a result, an
impairment loss was takcu on'the followmg groups of assets:

. - — T




- Number of Groups

Region . Usage of Assets

Classification

Stores
Hokkaido Rental properties, etc. |- 93 | Land and buildings, etc.
| Idle properties ' ' '

. Stores : .
Tohoku Rental properties, etc. | - 82 ) o Land and buildings, etc.
' Idle properties i

Stores o : |
Kanto Rental properties, etc. - 699 - Land and buildings, etc.
B Idle properties ' '

) Sto_;‘es o : :
Chubu Rental properties, etc. A 122 ‘ Land and buildings, ¢tc.
' Idle properties ' '

Stores
"Kinki Rental properties, etc. A ' 391 Land and buildings, etc.
1dle properties ) :

: Stores ,
Chugoku, Shikoku Rental properties, etc. 60 : Land and buildings, etc.
: Idle properties — '

Stores .
Kyushu, Okinawa .| Rental properties, ete. . 197 Land and buildings, etc.
s - | Idle properties -

The Compani€s categorize stores as standard units generating cash flows, and rental properties, idle properties and other
operating facilities as individual independent units. A spemalty store managed in the Daiei Group's store by a subsidiary is
included as one in the above numbers.

In 2005, the book value of the groups of assets where there had been a significant decline in profitability and market value
were reduced to the expected recoverable amounts. The amount written down was recorded as an impairment loss of ¥325,579

million as other expense.

Impairment loss on long-lived assets recorded for the year ended February 28, 2005 consisted of the following:

Category Millions of Yen
Buildings and lease properties ' - ¥155937
Land ' _ 156,710
Leasehold and others - o 12,932
Total : ¥ 325,579

Net selling prices estimated based on Real Estate Appraisal Standards and values in use evaluated by discounting estimated
future cash flows were used as recoverable amounts. A discount rate of 5% was used for computing the value in use.
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6. SHORT-TERM BORROW]NGS AND LONG—TERM DEBT

_ Short-term borrowmgs at February 28, 2006 and 2005, consisted of the following:

0 . K

- . Thousands of
| .I | Millions of Yen U.S. Dollars
o 2006 2005 - 2006
Short-term’ borrowmgs v — .
From banks and i msurzmce compames ¥ 61,230 ¥ 995, 223 527,845
Commercial paper : ' . 30,000 ‘ T
Total = ¥ 61,230 ¥ 1,025,223 $ 527845

The welghted-average mterest rates of short-term

borrowings and cornmcrclal paper for the year ended

February 28, 2005 were 1“3% and 0.2%, respectively.
II

¢
1

The wclghted-avcrage interest rate of shon-term - '
borrowmgs for thc year ended February 28, 2006 was 2. 0%

Long-term debt as of Feb:l!'uary 28, 2006 and 2005, is summarized as follows:

d ;

term debt (including current portion} of ¥408,229 million
($3,519,215 thousand), lcasc deposits from lessees of
¥2,330 million ($20,086 thousand) and other long-term
liabilities of ¥4,538 mllllon ($39,121 thousand).

+
'

. Thousands of
; Millions of Yen USS. Dollars. .
| 2006 2005 2006 '
1.5%-6.0% loans from banks and insurance '
companies, due 2006-2021 . ' A
Collateralized ‘I ¥ 408229 ¥ 344,527 $ 3,519215
Unsecured_ ! 352,243 126,811 "~ 3,036,578 -
Total * 5i 760,472 471,338 T 6,555,793
Current portion included in current liabilities (200,563) (134,019) (1,728,991)
Total | 1 ¥ 55999 ¥ 337,319 $ 4,826,802
Y
|
Aoggegatte l_:':111‘;11131 m;;urzlggsﬁ of long-term dc:t le;slf:;r:nt ’ - 7 Millions _ Thousands of
portion at Te > | ares arized as fo Assets and Treasury Stock “of Yen U.S. Dollars
: ! Millions . Thousands of Cash and time dCPOS}tS ¥ 4645 $. 40,043
. e Notes, accounts receivable and -
Fiscal Year ! of Yen U.S. Dollars th ¢ . 493 4350
2008 " ¥ 483556 § 4,168,586 1n0 f‘ oufrent assets. g e
2009 T - 64,708 557,828 ~ ooones :
; J o Buildings and structures 86,674 747,190 .
2010 : - 5,888 50,759 .
‘ ? Land 198,015 1,707,026
2011 _ ! 4,154 . 35,810 Oth d equi X 228 965
2012 and thereafler | 1,603 13819 "rt;mpte“y jr‘:n esq}uplm;_n -2 ;
Total W___¥ 559009 § 4,826,802 vestment secutifies inclucing -
> \ ; R thosé in affiliates 12774 110,121
_Lease deposits 78,475 676,509
As of February 28, 2006, the followmg assets and treasury - Other long-term assets 7744 66,759
stock were pledged as coIlateral to secure accounts payable :
' (primarily trade) of ¥359 tnillion ($3,095 thousand), long- Treasury stock 2,282 19,672
Y 5 Toal ¥ 301,347 § 3,373,681
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7. EMPLOYEES' RETIREMENT BENEFITS

. The hahlhty for employees' retirement benefits at February 28, 2006 and 2005, consisted of the following:

Thousands of

Mﬂhons of Yen U.S. Dollars
‘ . 2006 2005 . . 2006
Projected benefit obligation - - ¥ 61,824 - . ¥ 79,617 $ 532965 .
Fair value of plan assets . S (22485) - (29737) (193,836)
Unrecognized transitional obligation ; (8842 (10,525) . (76,224)
Unrecognized actuarial loss ' ' (6,211) (7,288) (53,543)
Unrecognized prior service cost o ' 620 ‘ 701 5,345
Prepaid pension expense : o ’ ' 98 30 . 845
- Net liabihity . ¥ 25004 ¥ 32,798 $ 215532

" The components of net periodic retirement benefit costs for the years ended February 28, 2006 and 2005, were as follows:

- Thousands of
Millions of Yen U.S. Dollars
: . - - _ 2006 o 2005 2006

-Service cost - _ : ¥ 5379 ¥ 9,192 ) 46,371
Interest cost o : : 1,041 . 3,806 8,974
Expected retumn on plan assets ‘ (24) (2,154) 207)
Amortization of plan transitional obligation ' : 1,490 15,474 12,845 -
Recognized actuarial loss ° 925 : 8,548 1974.
Amortization of prior service cost (81) ' (538) (698)
Others : ' . , 1364 | . 11,758
Gain on dissolution of employees’ pension fund . (32,750) .
Net periodic benefit costs , ¥ 10,094 : ¥ 1,578 $ 87,017
Assumptions used for the years ended February 28, 2006 and 2005, were as follows: .

- 2006 2005
Discount rate B 0.8%-2.0% 0.9%-2.6%

. Expected rate of return on pla.n asscts - 0.0%-4.8% 0.0%-4.8%
Amortization period of prior service cost ' ' ‘ Pﬁncipal_ly 10 years Principally 10 years
Recognition period of actuarial gain/loss ' - Principally 10 years Principally 10 years
Amortization period of transitional ' ' '

obligation 7 ' ‘Principally 15 years Principally 15 years
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8. SHAREHOLDERS' EQUITY

. Through May'::l, 2006, Japanese companies were subject to

the Commercial Code of Japan (the "Code").

The Code requires that all|;shai~es of common stock be

issued with no par value ahd at least 50% of the issue price

of new shares is required to be recorded as common stock

“and the remaining net proceeds are required to be presented

 as additional paid-in capital, which is included in capital ..
surplus. The Qodc permits Japanese companies, upon
approval of the Board of Directors, to issue shares to
existing shareholders without_considerﬁtion by way of a
stock split. Such issuance of shares generally does not give
rise to changes within the shareholders' accounts.
' P -
" The Code also provides that an amount of 10% or more of
the aggregate amount of cash dividends and certain other
. appropriations of retained ¢ earnmgs associated with cash
outlays applicable to each }Jcnod (such as bonuses to
directors) shall be appropnated as a legal reserve (a
component of retained eammgs) unti] the total of such
reserve and additional pald-m capital equals 25% of
common stock. The amou'ht of total legal reserve and
additional paid-in capital that exceeds 25% of the common
. stock may be available for, d1v1dends by resolution of the
shareholders after u‘ansfemng such excess in accordance
with the Code. In addltlon‘, the Code permits the transfer of
a portion of additional pald-m capital and legal reserve to
the common stock by reso}lutmn of the Board of Directors
ot to retained earnings (dcflcit) to offset such a deficit upon
resolution of the shareholders.

The Code allows Japanesefi‘compmies to purchase treasury
stock and dispose of such treasury stock upon resolution of
the Board of Directors. Thle aggregate purchased amount of
treasury stock cannot cxcc%d the amount available for
future dividends plus the amount of capital stock, additional
patd-in capital-or legal resérve that could be transferred to
retained earnings or other c‘:aplta] surplus other than
additional pa1d-m capital upon approval of such transfer at
the annual general meetmg of shareholders.

In addition to the provisiori that requires an appropriation
for a legal reserve in connecuon with the cash outlays, the
Code also imposes certain lumtatlons on the amount of
capital surplus'and retamcd eamings available for
dividends. There were no cap:tal surplus and retained
earnings available for dlwdends under the Code as of
February 28, 2006 based on the amount recorded in the
parent company's general l;»_ooks of account.

, , 0 .

Dividends are approved by:lthe shareholders at a meeting
held subsequent to the end;of the fiscal year to which the

dividends are applicable. Semiannual interim dividends
may also be paid upon resolution of the Board of Directors,
subject to certain limitations imposed by the Code.

~On May 1, 2006, a new corporate law (the "Corporate

Law") became effective, which reformed and replaced the
Code with various revisions that would, for the most part,

be applicable to events or transactions which occur on or
after May 1, 2006 and for the fiscal years ending on or after
May 1, 2006. The significant changes in the Corporate Law

. that affect financial and accountmg matters are smnmanzed .

below
a. Dividends' .

Under the Corporate Law, companies can pay dividends
at any time during the fiscal year in addition to the year-
end dividend upon resolution at the shareholders
meeting. For companies that meet certain criteria such
as: (1) having the Board of Directors, (2) having
independent auditors, (3) having the Board of Corporate
Auditors, and (4) the term of service of the directors is
prescribed as one year rather than two years of normal
term by its articles of incorporation, the Board of
Directors may declare dividends (except for dividends'in
kind) if the company has prescnbed 50 in its artlclcs of
incorporation. :

The Corporate Law permits companies to distribute
dividends-in-kind (non-cash assets) to shareholders
subject to a certain limitation and additional
requirements.. -

Semiannual interim dividends may also be paid once a
year upen resolution by the Board of Directors if the
articles of incorporation of the company so stipulate.
Under the Code, certain limitations were imposed on the.
amount of capital surplué and retained earnings available
for dividends. ‘The Corporate Law also provides certain
limitations on the amounts available for dividends or the
purchase of treasury stock. The limitation is-defined as
the amount available for distribution to the shareholders,
but the amount of net assets after dividends must be
maintained at no less than ¥3 million: Co

b. Increasestecreascs and Transfer of Cominon Stock,
Reserve and Surplus :

The Corporate Law reqmrcs that an amount equal to 10%
of dividends must be appropnatcd as a tegal reserve (a

" component of retained earnings) or as additional paid-in

capital (a component of capital surp]us) dcpendmg on the

'l
i
i
II

u
i
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equity account charged upon the payment of such
dividends until the total of aggregate amount of legal
reserve and additional paid-in capital equals 25% of the
capital stock. Under the Code, the aggregate amount of
additional paid-in capital and legal reserve that exceeds

' 25% of the capital stock may be made available for .
dividends by resolution of the shareholders. Under the -

" Corporate Law; the total amount of additiona] paid-in
capital and legal reserve may be reversed without
limitation of such threshold. The Corporate Law also

provides that capital stock, legal reserve, additional paid-.

in capital, other capital surplus and retained eamings can
be transferred among the accounts under certain
conditions upon resolution of the shareholders.

c. Treasury Stock and Treasury Stock Aequlsmon Rrghts

The Corporate Law also provtdes for companies to
purchase treasury stock and dispose of such treasury
stock by resolution of the Board of Directors. The
amount of treasury stock purchased cannot exceed the
amount available for distribution to the shareholders
which is determined by specrﬁc formula.

Under the Corporate Law, stock acqmsmon rights, whrch
were previously presented as a liability, are now
presented as a separate component of shareholders’

equity.

The Corporate Law also provides that companies can
purchase both treasury stock acquisition rights and
treasury stock. Such treasury stock acquisition rights are
presented as a separate component of shareholders’
equity or deducted directly from stock acquisition rights.

On December 9, 2005, the ASBJ published a new
accounting standard for presentation of shareholders’

equity. Under this accounting standard, certain items which

were previously presented as liabilities are now presented

as components of shareholders' equity. Such items include -

stock acquisition rights, minority interest, and any deferred
gain or loss on derivatives accounted for under hedge -
“accounting. This standard is effective for fiscal years
ending on or after May 1, 2006. -

As of February 28, 2006 and 2005, the Company s treasury
shares were held as follows: . .

2006 2005

" (based on cquipment oxmershrp interest)

The Company o 35 5155hares 148, 173 shares
Consolidated sub51d1anes 897,626 " 6, 658, 500 "
Affiliated cornpanies : ~ 105,310 " ' 1,053,098 °

 Recapitalization

~ As mentioned in Note 2 a, on March 7. 2005 the Board of

Directors approved the Recapitalization Plan..
Stock—for-stock Exchange

As mentioned in Note 2.d, on May 9, 2005, the Company
and JUITY A implemented a stock-for-stock exchange such

“that JUJTY A became a wholly owned subsidiary of the

Company after the corporate resolutions of both companies.
Stock Option Plan

At the general shareholders meeting held on May 26, 2005,
the Company's shareholders approved the following stock.
option plan for the Company's directors:

The plan provides for granﬁng options to directors to
purchase up to 800 thousand shares of the Company's:
common stock in the period from March 1, 2008 to May -
26, 2015. The options will be granted at an exercise
price of 105% of the average of the fair market value of -
the Company's common stock in regular trading on
Tokyo Stock Exchange, Inc. during the 30 consecutive
trading days commencing 45 trading days prior to the
day immediately following the date of option grant.

-
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9. LEASE | K

In connection with leased st(lj:re facilities, in most cases, store

buildings are constructed to the Companies' specifications on land

owned by the lessor. The faellmes are leased for a 20-year term,
‘with annual rental charges under individual contracts which are
renegotiated every 2 or 3 years. Clauses for renewals vary by
individual lease contract; however, these agreements generally are
renewable upon expiration. There is no provision for contingent
rentals, i gl ‘

Generally, substantlally all of the costs of construction of these
store buildings is financed by the Companies in the form of lease
deposits paid to the lessor. 'I'hese lease deposits, less a non-

- interest bearing mthholdmg of 10%—20% which is refundable
upon termination of the leaseI contract, are refunded on an equal
installment basis over the !aét 10 years of the lease. Lease
deposits are non-interest bea.rmg for the first 10 years of the lease

contract, but bea.r interest ra.ngmg up to 3% in the final 10 years of -

a. Lessee ﬂ

the contracts except for the aforementioned withholdings.

Total_ren"cal expenses for store facilities, office space and
equipment including lease payments under finance leases for fiscal
2006 and 2005 were ¥95,200 million ($820,690 thousa.nd) and
¥103,890 miliion, respectlvely

For the year ended February 28, 2006, the Companies recorded an
impairment loss of ¥34 million {$293 thousand) on certain leased
property held under finance leases that do not transfer
ownership,as an allowance for impairment loss on leased property,
which is included in long-term liabilities—other.

Following is pro forma mformatlon for fiscal 2006 and 2005, on an "as if capltahzed" basis, of leased property under finance
leases that do not tra.nsfertownershlp of the leased property to the lessee: '

5y Millions of Yen Thousands of U.S. Dollars
i| Year Ended February 28, 2006 Year Ended February 28 2005 Year Ended February 28, 2006
o |Equ1pment ) Equipment Equipment .
\ and Fixtures Other Total and Fixtures Other Total and Fixtures Other Total
Acquisition cost f 1,87 ¥ N ¥1,969 ¥9,718 ¥ 14 ¥5,732 S16172 § 802 $16974
: Accumulated depreciation .] 624 13 642 4,771 8 4,779 -5379 155 553
Accumulated impairment loss 151 . | ' 152 2,103 ) 1 2,104 1,302 9 - 1,311
Net leased property I . ¥,101 ¥ ™ ¥1,175 ¥2,844 ¥ 5 ¥2,849 §$ 9491 § 638 $10129
Y l ' :
Obllgatlons u.nder finance|leases: .
L : Th ds of
; Millions of Yen US Dotb
- X v 2006 2005 2006
Due within one year o 354 ¥ 1,934 5 331
Due after one year i . 967 3,290 - 8336
Total .. i 1,351 R i 5,224 s 11,647
Deprecxanon expense, mterest expense and other mformatlon under finance leases;
i Thousands of
% Millions of Yen X ) US. Dollars -
2006 - 2005 ) 2006
- Depreciation expense :: ¥ 295 - ¥ 1,886 B 2,543
Interest expense S 38 - 198 328
Loss on impairment _ fl 34 - 2,104 293
Decrease in accumulated unpalrment loss 49 : . 422
Total 1 ¥ 416 ¥ - 4,188 s 3,586

i

" Depreciation expense and mterest expense, which were not reﬂected in the accompanying consohdated statements of
operations, were computed by the straight-line method and the interest method respectively.

1

The minimurmi rental commitments under noncancelable operating leases for fiscal 2006 and 2005 were as follows:

' - Thousands of
] Millions of Yen U.S. Dollars
) ! 2006 2005 2006
Due within one year i ¥ 24172 ¥ - 23,695 b 208,379
Due afier one year ,l: 129,586 122,266 1,117,121
¥ 153,758 ¥ 145,961 3

Total ‘ i

. 1,325,500
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Sublease agreements with tenants are generally for terms of six
years, cancelable and rencwable, and annual rental charges are
renegotiated every three years. Such sublease agreements provide
for both base rentals and percentage rentals based upon sales.

The Company sold claims on certain lease deposits to lessors to
third parties for ¥7,928 million in fiscal 1999. Unredeemed
deposits corresponding to the transferred claims outstanding as of
February 28, 2006, totaled ¥4,604 million ($39,690 thousand), a

b. Lessor

substantial portion of which is subject to put options of the seller.
The transactions were deemed a sale because economic benefits
and risks under the store lease agreements were transferred to the
purchaser, although the legal position and rights were not
transferred. . -

The Company pledged other store lease deposits of ¥2,118 million
($18,259 thousand) to provide additional security to buyers of the
lease deposit claims.

Following is pro forma information for fiscal 2006 and 2005, on an "as if capitalized" basis, of leased property under finance

leaseés that do not transfer ownership of the leased property to the lessee: -

+ Millions of Yen Thousands of U.S. Dollars
Year Ended February 28, 2006 Year Ended February 28, 2005 Year Ended February 28, 2006
Equipment . Equipmeﬁt Equipment ‘
and Fixtures  Qther Total and Fixtures  Qther Total and Fixtures (Other Total
Acquisition cost ¥12284 ¥ 2190 ¥ 14474 ¥16,049 ¥ 1,837 ¥17,886 $105897 $ 18879 § 124,776
Accumulated depreciation 9,341 1,158 10,499 13,460 866 14,326 80,526 9,983 90,509
Net leased property ¥ 2943 ¥ 1032 ¥ 3975 ¥258 ¥ 971 - ¥3560  $25371 § 8896 § 34267
Receivables under finance leases:
R Thousands of
Millions of Yen " U.S. Dollars
: 2006 2005 _ 2006
Due within one year ¥ 1,401 ¥ 1,388 $ 12078
Due after one ye. 2,854 2,367 24,603
" Total - ¥ 4,255 ¥ 3,755 $ 36,681
Depreciation expense and interest income under finance leases:
' o B Thousands of -
_ Millions of Yen U.S. Dollars
2006 . 2005 - 2006
Depreciation expense ¥ 2,008 - ¥ 3,026 $ 17310
Interest income 227 242 1,957
Totat ¥ 2,235 ¥ 3,268 $ 19267

Depreciation expense and interest income, which are not reflected in the accompanying consolidated statements of operations,
are computed by the straight-line method and the interest method, respectively.

The minimum rental commitments under noncancelable operéting leases for fiscal 2006 and 2005 were as follows:

Thousands of

Millions of Yen U.S. Dollars

) - 2006 2005 2006

Due within one year ¥ 233 ¥ 34 . 2,009

" Due afler one year . 2010 332 17,327
‘ ¥ 2,243 ¥ 366 $ 19336

Total
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10. INCOME TAXES |

The Companies are subjejci:t to Japanese national and local
income taxes which, in tHé aggregate, resulted in a normal
effective statutory tax rate of approximately 40.7% for the
‘years ended February 28,2006 and 2005.

The tax effects of significant temporary differences and loss
carryforwards which resulted in deferred tax assets and
liabilities at February 28, 2006 and 2005 are as follows:

e Thousands of
Millions of Yen US. Dollars
: - 2006 2005 2006

Deferred tax assets: ° “‘ . .

Tax loss carryforwards: ¥ 107,187 ¥ 187,619 $ 924,026

Impairment loss on long-lived assets 64,761 132,501 558,285

Loss arising from busiriess restructuring 39,102 67,505 337,086

Allowance for doubtﬁxlj&accounts 24,752 28,747 213,379

Employees' retirement benefits 17,276 22,574 148,931

Other ! C 04 30,349 276241 -

Less valuation allowance (270,182) (440,657) (2,329,155)

~ Deferred tax asscts i 14,940 28,638 128,793

Deferred tax liabilities: | .

Land revaluation i {14,393) {17,210) (124,078)

Variance of the estimate of subsidiaries (357) (4,467) 30,793)

Undistributed earnings of affiliated companies 978) (286) (8:431)

Unrealized gam on available-for-sale securitics - (890) (3,738) (7,672)

Other ] (1,247 (1,314) (10,750)
Deferred tax liabilities | (21,080) .(27,015) (181,724)
Net deferred tax assets (liabilities) ¥ (6140) ¥ 1,623 $ (52,931

0
. ! _

Deferred tax assets and liabilitics appearing on the

consolidated balance sheets are net amounts among each

consolidated entity while the figures above are gross
amounts,

A reconciliation between the normal effective statutory tax
rate and the actual effective tax rate reflected in the
accompanying consolidated statements of operations for the
years ended February 28, 2006 and 2005 is as follows:

f 2006 2005
Normal effective statutory tax rate 40.7 % (40.1)%
Valuation allowance i ) (26.5) 22.6
Utilization of tax loss carq'(forwards (15.9) 0.7)
Tax benefits not recognizé’d on operating T
losses of subsidiaries | 3.7 20.9
Equity in loss of affiliates ;; 03 14
Other—net ! C 0.7 0.4
3.0% 3.9%

Actual effective tax rate ©
' )

El -
Due to the introduction of ;Taxatlon of Corporation by the
Size of their Business, the entcrpnse tax amount levied by
corporate size-based aspect taxation is accounted for as
selling, general and admtmstratlve expenses from the year
ended February 28, 2006 i m accordance with Practical
Solution Report No. 12, "Presentatlon for
Corporate Size-Based Aspect of Corporatlon Income Tax

on Income Statement” which was issued by ASBJ. Asa
result, selling, general and administrative expenses for the
year ended February 28, 2006 increased by ¥1,519 million

~ ($13,095 thousand) and income from operations and

income before income taxes and minority interests
decreased by the same amount, respectively.
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'11. LAND REVALUATION

Under the "Law of Land Revaluation,” promulgated and
revised on March 31, 1998 and 1999, respectively, the
Company adopted a one-time revaluation of its own-use
land to a value based on real estate a;ipraisal information as
of February 28, 2001. The resulting land revaluation
excess represents unreallzed appreciation of land and is
statcd, net of income taxes, as a component of shareholders'
equity. There was no effect on the consolidated statements
ofoperations. Continuous readjustment is not permitted
unless the land value subsequently declines significantly

and an impairment loss is recognized, as defined in the law,
such that the amount of the decline in value should be
removed from the land revaluation excess account and
related deferred tax liabilities.

As of February 28, 2006, the aggregate market value of the

Company's land has declined by ¥22,864 million ($197,103
thousand) which is not deemed to be a significant
subsequent decline as defined in the law.

12. DERIVATIVES _

The Company enters into foreign exchange forward

contracts to hedge foreign exchange risk associated with
certain liabilities denominated in foreign currencies.

OMC Card, Inc., which is a conselidated subsidiary, enters
into interest rate swap contracts to manage interest rate

exposures on certain liabilities.

All derivative transactions, which are entered into to hedge

interest and foreign currency exposures incorporated within .

its business, are subject to market risk. However, the risk is
considered to be managed since the derivative transactions
are not entered into for speculative purposes. The market

" risk in these derivatives is basically offset by opposite

. movements in the value of hedged assets or liabilities. The

Companies do not hold or issue derivatives for trading
purposes. Because the counterparties to these derivatives
are limited to major international financial institutions with
high credit ratings, the Companies do not anticipate any
material losses arising from credit risk. Derivative
transactions entered into by the Companies have been made
in accordance with internal policies which regulate the
authorization and credit limit amount.

Market value information for the years ended February 28,
2006 and 2005 is not disclosed because all of the
derivatives qualified for hedge accounting.

13. CONTINGENT LIABILITIES

As of February 28, 2006 the Companies are contingently liable for guarantees and items of a similar nature for loans and.

borrowings of others as follows:

Borrowings of customers
Employees' housing loans

- " Thousands of

Millions of Yen U.S. Dollars
¥ 1,018 $ 8,776
98 845

28




L

14. SEGMENT INFORMATION
a. Operations in Differé:nt Businesses

Millions of Yen
. Year Ended February 28, 2006
i| Retail Finance Development Other Total Eliminations Consolidations

Operating Revenues and Operating Income—2006 ’ ' y

Operating revenues: ;!

Customers | ¥ 1,354219 ¥ 146,570 ¥ 29,285 ¥ 145,053 ¥ 1,675,127 ¥ 1,675,127
Transfers between segments 34,806 16,213 20,396 99,099 170,514 ¥ (170,514)
Total o 1,389,025 162,783 - 49,681 244,152 1,845,641 (170,514) 1,675,127

Costs and operating expenses 1,393,098 125,794 46,763 235260 1,800,915 ~ (170,315) 1,630,600

Operating income(loss) i ¥ @07y 36,989 ¥ 2918 ¥ 8892 ¥ . 44726 ¥ (199) ¥ 44,527

Assets, Depreciation, Loss on Impairment of
Longived Assets and Cafntal Expenditures—2006

Assets ¥ 920642 ¥ 697,390 ¥ 179,169 ¥ 65,925 ¥ 1,863,126 ¥ (519,819) ¥ 1,343,307

Depreciation : 9,623 11,532 3,784 5,171 30,110 30,110

Loss on impairment of long-lived asscts 19,915 5,545 27,834 1,606 54,900 54,900

Capital expenditures 10,822 9,182 1,998 6,172 28,174 28,174

' Thousands of U.S. Dollars
b Year Ended February 28, 2006
l': Retail Finance Development Other " Total Eliminations  Consolidations

Operating Revenues and Operating Income—2006

Operating revenues: ‘! , -
Customers ; $11,674,302 $ 1,263,534.% 252,457 § 1,250,457 § 14,440,750 $ 14,440,750
Transfers between segments 300,05¢ 139,768 175,827 854,302 1,469,948 § (1,469,948)

Total : 11,974,353 1,403,302 428284 2,104,759 15910,698 (1,469,948) 14,440,750 -
Costs and operating expenses, 12,009,465 1,084,431 403,129 2,028,104 15,525,129 (1,468,232) 14,056,897
Operating income{loss) ] $ (35112) 3 318871 § 25,155 § 76,655 § 385569 § (1,716) $ 383,853
Assets, Depreciation, Loss on' Impairment of

Long-lived Assets and Caplta] Expenditures—2006

Assets . $ 7,936,569 3 6,011,983 § 1,544,560 § 568,319 $16,061,431 § (4,481,198) $11,580,233

Depreciation ™ - - 82,957 99,414 32,621 44 577 259,569 259,569

Loss on impairment of long-l'ivcd asscts ©~ 171,681 47,802 239,948 13,845 473,276 473,276

Capital expenditures ! 93,293 79,155 17,224 53,207 242,879 242 879

Millions of Yen
y Year Ended February 28, 2005
] Retail Finance Development Other Total Eliminations Consolidations

Operaung Revenues and Operatulg Income—2005 '

Operating revenues: “ . .
Customers j ¥ l,512,406 ¥ 139,142 ¥ 31,266 ¥ 151,004 ¥ 1,833,818 ¥ 1833218
Transfers between segments 38,632 20,865 22,613 - 103,575 185,685 ¥ (185,685)

Total i 1,551,038 160,007 . 53,879 254,579 2,019,503  (185,685) 1,833,818
Costs and operating expenses{'i 1,546,716 129,863 51,042 248,291 1,975,912 (184,484) 1,791,428
Operating income §o. ¥ 4322 ¥ 30,144 ¥ 2,837 ¥ 6,288 ¥ 43,591 ¥(1,201) ¥ 42,390
Assets, Depreciation ,Loss on impairment of ' '

Long-lived assets and Capml Expenditures—2005 :

Assets ; ¥ 1,299,450 ¥ 1,128,641 ¥ 228,385 ¥ 101,499 ¥ 2,757,975 ¥(1,131,175) ¥ 1,626,800

Depreciation - . 17,307 17,733 5,174 6,350 46,564 - 46,564

Loss on-impairment of long-hved assets 199,455 11,966 80,728 33,430 325,579 325,579

Capital expenditures 12,014 - 9,213 420 6,650 28,297 28,297
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Note: Classification of Business Segments—The business
segments, which are classified according to the
Companies’ strategy, p_rincipélly include the
following:

Retail Business consists of general merchandise
stores, supermarkets, discount stores, department
stores and specialty stores for the sale of clothing
and sundry goods, ‘

Finance Business consists of sales of financial
instruments, credit loan and lease business,

Development Business consists of store
development, operation, management and real estate
services.

Other Business consists of food-service and leisure
business. '

-b. Segment Information by Geographic Area—Japan

operating revenues and total assets of the Company and its
domestic subsidiaries for fiscal 2006 and 2005 represented
more than 90% of the consolidated operating revenues and
total assets of the respective years. Accordingly, disclosure
of segment information by geographic area is not disclosed.

c. Overseas Opéraﬁxig Revenues—Overseas operating

_ revenues for fiscal 2006 and 2005 were less than 10% of

the consolidated operating revenues of the respective years.
Accordingly, disclosure of overseas operating revenues is
not disclosed.

15. RELATED PARTY TRANSACTIONS

Transactions of the Company with related parties for the year ended February 28, 2006 were as follows:

Millions of Yen/Thousands of U.S. Dollars

Equity Descr;-iﬁtion .
. Name of Ownership of the For the Year Ended At February 28,
Attribute Related Party Percentage Transaction February 28,2006  Accounts 2006
Major IRCJ ' Borrowing"’ ¥ 254,064 Long-term debt ¥ 162,757
“shareholder Directly 33.7 - ($2,190,207) ($1,403,078)
Payment of ¥ 5,168  Accrued expenses ¥ 388
interest® - (5 44,552) - $ 3,345
Subscription ¥ 50,000
for stock™ -(§ 431,034)
Major DRF Limited Subscription ¥ 43441
shareholder Directly 23.6 for stock™ (& 374,491)
Major Marubeni Retail Subscription ¥ 18,560
sharcholder  Investment Co., Ltd. Directly 10.1 for stock” (¢ 160,000)

) Certain property and equipment, investment securitics and other assets were pledged as collateral to secure long-term debt of ¥161,481 million (51,392,078 thousand).

@ Contract interest rtes were determtined in consideration of market interests.

» Subscription for stock was in connection with the Recapitalization Plan (see Note 2.4).

There were no related party transactions for the year ended February 28, 2005.
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16. NET INCOME (LOSS) PER SHARE
Reconciliation of the dxﬁerenccs between basic and diluted net income pery share ("EPS“) for the years ended February 28, 2006 and 2005

is as follows
gl Millions of Yen Thousands of Shares ~ Yen U.S. Dollars
Year Ended February 28, 2006 Net Income Weighted-average Shares - EPS '
" Basic EPS—Net income . '
- available to common ) ) . .
shareholders - . ¥413,160 : 174,201 ¥2,371.74 $2045 -
Effect of dilutive securities;
Convertible preferred stock 13,020
Stock option ' o 135
Diluted EPS—Net income ' '
for computation . ¥413,160 - 187,356 ¥2,205.20 $19.01

Weighted-average shares reﬂect the reverse stock split as described in Note 8, and include 80,606 thousand shares of Class Koh
preferred stock, 245 thousarlld shares of Class A preferred stock and 3,851 thousand shares of Class G preferred stock.
!

Millions of Yen Thousands of Shares Yen

|
Year Ended February 28, 2005 Net Loss Weighted-average Shares EPS
Basic EPS—Net loss available to - , ' )
common shareholders | ¥ (511,198) 63,390 - ¥ (8,064.27)

Diluted net income per sharie for 2005 is not disclosed because of the Compames net loss posmon Weighted-average shares
reflect the reverse stock spht as stated in Note 8, and mclude 1,281 thousand shares of Class A preferred stock and 18,797
thousand shares of Class G preferred stock.
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'INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
The Daiei, Inc.:

We have audited the accompanying consolidated balance sheets of The Daiei, Inc. and consolidated subsidiaries as of Feﬁruaty

© 28, 2006 and 2005, and the related consolidated statcments' of operations, shareholders’ equity (capital deficiency), and cash
flows for the years then ended, all expressed in Japanese yen. These consolidated financial statements are the responsibility of
the Company's management. Our responsibility is to express an opinion on these consolidated financial statements based on

. our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether.the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our .
opinion.

1In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of The Daiei, Inc. and consolidated subsidiaries as of February 28, 2006 and 2005, and the consolidated
results of their operations and their cash flows for the years then ended in conformity with accounting principles generally
accepted in Japan. - ' ‘

Our audits also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our opinion, such

translation has been made in conformity with the basis stated in Note 1. Such U.S. dollar amounts are presented solely for the
convenience of readers outside Japan. -

May 25, 2006 .

The accompanying consolidated financial statements are not intended to present the consolidated financial position, results of o
operations and cash flows in accordance with accounting principles generally accepted in countries and jurisdictions other than
Japan. ’

The standards to audit such consolidated financial statements are those which are generally acéeptcd in Japan.

Member of
Deloitte Toucha Tohmatsu
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